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TAX NEWS
TENNIE C. LEONARD, C.P.A., Memphis, Tennessee
Commissioner’s Attack on “Hybrid” 
Accounting Backfires
Many taxpayers, mistakenly using a “hy­
brid” method of accounting, report their 
taxable income on a cash receipts and dis­
bursements basis, although they have inven­
tories and should use the accrual basis. Or, 
they may have adopted the accrual basis 
but report specific items on the cash basis.
Last February a Tax Court memorandum 
opinion ruled that while the Commissioner 
could change the method of accounting used 
on the tax return in order to reflect more 
clearly the taxable income, in changing tax­
payers from cash to accrual basis, the re­
ported income, plus inventory and accounts 
receivable at the end of the year, must be 
reduced by the inventory and accounts re­
ceivable at the beginning of the year. Omah 
MacDonald, TC Memo, Docket No. 16677.
The Tax Court has now applied the same 
rule to a somewhat different set of facts. 
For more than twenty years Samuel Mnoo­
kin, sole proprietor of a retail clothing and 
jewelry business, had kept a full set of books 
on the accrual basis, but reported his credit 
sales on the cash basis. In 1942 the Com­
missioner determined, quite properly, that 
income from credit sales should also be re­
ported on the accrual basis, but improperly 
included in 1942 income the accounts re­
ceivable outstanding at the beginning of 
the year.
The Commissioner’s argument was that 
otherwise collections on accounts receivable 
at the beginning of the year would never be 
taxed because the statute of limitations was 
a bar to taxation of collections from sales 
of previous years. The Tax Court said that 
was immaterial; the amounts were income 
for an earlier year, not the current year, 
and Samuel Mnookin had consistently fol­
lowed the accrual method of accounting, 
that he had neither requested nor made any 
change in that method. Est. of Samuel 
Mnookin, 12 TC No. 99.
The Commissioner will probably appeal 
this decision, but if the Tax Court is up­
held, taxpayers may gain from the Com­
missioner’s action. The inventories and 
accounts receivable at the beginning of the 
year of the forced change in method will 
never be subject to tax, and the Commis­
sioner may find he will collect more revenue 
by accepting the taxpayer’s system, regard­
less of how wrong it may be.
It’s the Woman Who Pays
With the advent of the split income pro­
visions, husbands and wives will almost in­
variably file joint returns. Take heed, girls, 
know your husband’s business, or your 
separate estate may vanish overnight!
Dr. Charles J. Howell and his wife, 
Myrna S. Howell, filed joint returns for 
1940, 1941 and 1942. Mrs. Howell had 
signed the returns in blank in 1940 and 
1942, but the 1941 return had been signed 
by the husband only; however, items of 
income and deduction belonging to Mrs. 
Howell were included in the 1941 return.
In 1946 Dr. Howell was indicted on five 
counts for filing false and fraudulent in­
come tax returns for the years 1939 to 
1943 and was sentenced to imprisonment 
for a term of fifteen months. There was no 
finding that his wife had been aware of the 
fraud, but the Tax Court nevertheless up­
held the assessment of deficiencies, includ­
ing the 50% addition to the tax, against her, 
although the years would have been barred 
but for the fraud. Myrna S. Howell, CCA 6. 
The court had previously held in Joseph 
Carrora, et al., 29 BTA 646, 650, that where 
a husband filed a joint return, without ob­
jection of the wife, who failed to file a 
separate return, it will be presumed that 
the joint return was filed with the consent 
and approval of the wife. Where a joint 
return is filed by a husband and wife, each 
is liable jointly and severally for deficien­
cies and for civil penalties.
The Tax Court Again Legislates
Evidence that the widely advertised check 
lists of deductions from taxable income of 
individuals are sometimes used in the pre­
paration of income tax returns is apparent 
in the case of Charles J. and Elizabeth H. 
Voight, TC Memo, No. 15718, decided by 
the Tax Court on July 6th. The taxpayers 
went down the list and claimed practically 
every conceivable deduction, including a 
pint of bourbon whiskey stolen from a 
parked car, but their case as a whole was 
very weak, since the record was largely de­
void of evidence to support the deductions 
claimed.
The Tax Court did go out of its way to 
“work out as best we may justice for the 
petitioners, despite apparent lack of effort 
on their part to prepare their case.” Per­
haps the Tax Court felt it had worked 
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enough for the taxpayers because when it 
finally got down to the deduction for the 
pint of whiskey stolen, its decision was 
plainly in error. Notwithstanding IRC Sec. 
23 (e) (3) which provides that losses aris­
ing from the theft of property not connected 
with the trade or business of an individual 
shall be deductible in computing net income, 
the Court curtly stated that the claim for 
whiskey was considered personal and not 
deductible.
The Court could easily have disallowed 
that particular deduction for lack of proof, 
but there is no justification for disallow­
ance for the reason given. One tax com­
mentator has suggested that a possible ex­
planation is the desire to discourage too 
many small claims of irresponsible origin. 
But again we say, the Tax Court should con­
fine itself to its duties as a judicial body, 
and leave legislation to the Congress.
A Wife Can’t Steal from Husband
When Grover Tyler lost his wife’s love 
and affection, that wasn’t all he lost. Mrs. 
Tyler took with her $575 in cash from his 
pockets, $2,000 in cash from a joint check­
ing account, and $35,000 in U. S. Savings 
bonds held in the joint names of Mr. and 
Mrs. Tyler. Mr. Tyler attempted to re­
possess the bonds and cash but too late. 
Mrs. Tyler had cashed the bonds and in­
vested the proceeds in Wishing Well, Inc. 
which speedily became insolvent and she 
was without funds.
Mr. Tyler then tried to salvage something 
by claiming a loss by theft on his tax re­
turn, but the Tax Court offered him nothing 
but sympathy for his predicament. The 
Court said that picking papa’s pocket was 
not an act of larceny or embezzlement be­
cause “It seems well established under the 
common law that one spouse may not be held 
guilty of larceny of the other’s belongings, 
and in most states it is held that this rule 
is not affected by the passage of a Married 
Woman’s Property Act.” The Court also 
said that it was equally well established 
that one who owns goods jointly with an­
other ordinarily has the same right of pos­
session as the co-owner and therefore he 
cannot commit larceny in respect of such 
goods. Grover Tyler, 13 TC No. 25.
What Price Conjugal Devotion?
Mrs. Loveland didn’t fare as well as Mrs. 
Tyler. Mr. Loveland, who because of illness 
was apparently harder to live with than 
most husbands, was waited upon and nursed 
by his faithful spouse for 48 years before 
his death. When he retired from active work 
he told his wife that he would pay her 
$12.50 a week if she would “take care of him 
to the end” and she agreed, but the contract 
was never evidenced by writing.
True to form, this demanding man lived 
ten years beyond his alloted three score and 
ten. During those forty-eight years of ill­
ness, Mrs. Loveland performed such menial 
tasks as massaging, bathing and shaving 
him daily, running his errands, and taking 
care of him whenever he needed care, either 
during the day or at night. Mr. Loveland 
never paid his wife anything on account of 
the $12.50 a week he had promised her, but 
he put all of his money in joint accounts 
and said that one-half of the accounts 
would be hers in accordance with that 
promise.
After Mr. Loveland finally died his estate 
tax return was filed showing that he owned 
only a half interest in the jointly held 
property and that the other half belonged 
to his widow. The Commissioner deter­
mined that all of the property should be 
included in his estate, and the Court agreed 
with the Commissioner that Mrs. Loveland 
had not acquired her interest in the proper­
ty “for a full and adequate consideration 
in money or money’s worth” within the 
meaning of Sec. 811 (e) (1). The Court 
said that she did no more than a good wife 
should; that she had not reported the 
amounts earned as taxable income; and fur­
thermore, the contract such as she claimed 
with her husband was invalid under the 
laws of Massachusetts. Estate of Harold 
Loveland, 13 TC No. 2.
Must Expenses Be Reasonable?
Of course they never are, but should they 
be for income tax purposes? In the past it 
has not always been easy to qualify ex­
penses as “ordinary and necessary” but now 
the Sixth Circuit Court of Appeals has 
added another requirement. According to 
the Court, an expense must not only be 
ordinary and necessary, but must also be 
“reasonable.”
The issue was the deductibility of pay­
ments made in 1940 and 1941 by a corporate 
employer for its contributions to employee 
benefit plans. The Tax Court said this de­
duction was not allowable. On appeal the 
Circuit Court reversed, finding error in the 
holding that the payments were not ordin­
ary and necessary expenses. So, the case 
had to go back to the Tax Court, which 
then ruled that since the payments had 
been classified by the appellate court 
as ordinary and necessary expenses, it could 
do nothing but vacate its earlier decision. 
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This time the Commissioner appealed, con­
tending that the question of reasonableness 
was still an issue on which the Tax Court 
should have ruled. A majority of the Cir­
cuit Court agreed and again remanded the 
case for determination of that question. 
While the Circuit Court admitted that the 
statute does not expressly require such ex­
penses to be reasonable in order to qualify 
for deduction, it held that “the element of 
reasonableness is inherent in the phrase 
‘ordinary and necessary’.’’ Commissioner 
v. Lincoln Electric Co., CCA-6, 8-29-49.
In establishing reasonableness of ex­
penses, other than salaries, as a test of de­
ductibility for income tax purposes, we shall 
be embarking on uncharted tax seas. It will 
be interesting to see what tests will be used 
in establishing the reasonableness of ex­
penses such as travel. If an employee trav­
eling on company business stays at the finest 
hotel, tips generously, dines extravagantly, 
and entertains on a grand scale, how will 
the Courts determine whether or not the 
same business benefits could have been ob­
tained by more conservative expenditures?
One thing is certain. The longsuffering 
taxpayer is in for trouble such as he never 
experienced before when every revenue 
agent is called upon to express his opinion 
as to whether every expense on the tax re­
turn is “reasonable.”
THE PRESS
An article entitled Women Certified Pub­
lic Accountants in Illinois by Helen F. Mc­
Gillicuddy appeared in the June issue of 
The Illinois Certified Public Accountant. 
Along with other interesting material it 
contains an account of the technical session 
of the Illinois Society conducted by an all­
woman panel consisting of Mary Gildea, 
Helen McGillicuddy, Ruth Waschau, and 
Valerie Yudell, all AWSCPA members, on 
the subject, The Role of Women in Ac­
counting.
The Graphic Arts Monthly carried in its 
August issue an article about ASWA and 
AWSCPA and pictures of Florence Orford, 
president, and Zosia Edwards Stege, vice- 
president, of Chicago chapter ASWA.
An editorial, Dangerous Words, from our 
February issue, was reprinted in The Jour­
nal of Accountancy and The Accountants 
Digest.
IDEA EXCHANGE____________
PHYLLIS M. HAAN, Grand Rapids, Michigan
Report For Manager
One company finds that the following 
daily report to the manager gives him and 
them a picture they find necessary:
Bank Balance
Forward _______ _______
Cash Receipts........ ..............  
Cash Disbursements ...........  
Bank Balance Today........._
Accounts Receivable 
Forward .................. ... .
Add Sales Invoices ______  
Less Cash Received__ __ . 
Balance Today ............... __
Accounts Payable 
Forward ......... ....... .....
Add Invoices Received ___  
Less Accounts Paid ........... .. 
Balance Today _______ __
Billing For
Total Month Fiscal Year
Forward To Date To Date
Total...... ........
Employees Working Today _____  
Employees Absent____ ..................
Total Employees ........   
This idea was submitted through Skylines 
by Rose Van Geyt:
Short Cuts in Multiplication
1. When multiplying by 25, annex two 
ciphers to the multiplicand and divide by 4. 
Example: 3,263 multiplied by 25 is the 
same as dividing 326,300 by 4, or 81,575.
2. When multiplying by 15, annex one 
cipher to the multiplicand, take one half the 
result and find the sum of these two figures 
for the answer. Example: 9,682 by 15 
equals 96,820 plus 48,410, or 145,230.
3. If multiplier can be factored, one op­
eration in the process of multiplication is 
eliminated. Example: To multiply 363 by 
36, take factors of 36 as 9 and 4, multiply 
363 by 9 to get 3,267 and multiply 3,267 by 
4 to get 13,068.
In this shorter method, there are only two 
multiplications, while in the ordinary 
method there are two multiplications and 
one addition.
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